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Manufacturing's Contribution
to Pakistan's Economic Expansion:

Commodity- or Service-Led Growth?

Robert E. Looney·

The sources of growth in any country can be examined from several different
perspectives, each suggestive of policy actions undertaken by the government:

(i) the factors of production - the relative contribution of labour, capital and
the like to overall output;

(ii) the major sources of demand - consumption, investment, exports; and

(iii) the sectoral contribution to growth - the contribution made by
agriculture, manufacturing, etc.

With regard to the sectoral contributions to growth in Pakistan, Burney (1986)
found (over the period 196~85) that the commodity-producing sectors
(agriculture and manufacturing) accounted for than 40% of the growth in GDP,
the major crops being the main source of the varying contribution of agriculture,
while in the case of manufacturing, the large-scale sector's output accounted for
more than 60% of the contribution.

The Pakistan economy has gone through a number of major changes since
1985. In particular (but especially from 1988 onwards) progress has been
especially strong in the area of freeing the private sector from regulation and
artificial price distortions. In addition, a complementary privatisation programme
was launched with the aim of reducing the role of the public sector in
manufacturing and services. As a side benefit, the programme was seen as
alleviating the government's financial and administrative burden and creating
new opportunities for the private sector.

While growth in large-scale manufacturing output has not accelerated in
recent years (nor has its overall contribution to GDP growth increased), there
is hope (particularly among official policy-makers) that this activity is finally
beginning to play the classic role of a leading sector. However, for
manufacturing to be a true leading sector it must be shown that its expansion
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tends to create a number of direct linkages with other key sectors such as
construction, agriculture and the like. Since these sectors also have numerous
linkages with the rest of the economy, an increase in manufacturing would then
set in motion a broad-based cumulative expansion of the economy.

This article aims to explore these issues. Namely, what areas of the economy
appear to respond to increased manufacturing output? And does manufacturing
appear to be largely exogenous, or is it affected to a large extent by output in
other areas of the economy?

Leading sectors

As already noted, a main thrust of the government's post-1988 programme has
been to accelerate the rate of growth in manufacturing in the hope that this
sector will act as a leading sector by imparting its growth momentum to other
areas of the economy. Here it is instructive to examine the relative percentage
contribution made to GDP growth over time by manufacturing. For large-scale
manufacturing the picture is somewhat mixed (Table I). For the 1988-92
period, 13.25% of GDP growth was accounted for by the expansion in large
scale manufacturing. However, if we leave out 1988 this average increases to
15.59, which compares favourably with 11.24% for the 1974-92 period as a
whole, though it is still below the 16.85% for the 1980-85 period.

The pattern for small-scale manufacturing is more stable (Table I). During
the 1988-92 period this sector contributed an average of 7.51 % to GDP growth,
up slightly over the 7.26% for the 1974-92 period as a whole. However, the
growth of this sector is considerably above its average of 4.53% for the
1980-85 period.

In short, there does not appear to be a major shift in recent years in growth
generating capability to the manufacturing sector. The simple growth
comparisons presented above do not, however, tell the whole story. The true test
of whether manufacturing is evolving into a leading sector is its causal
relationship with GDP (and with other sectors).

According to Currie (1974), leading sectors have two critical characteristics:
an unexploited or latent demand that can be actualised, and a sufficiently large
demand to cause its satisfaction to have a significant impact on the whole
economy. A further qualification is that an increase in the sector's growth can
be exogenous and can occur independently of the current overall rate of growth
of the economy. It follows that one could conclude that the manufacturing sector
was beginning to assume the role of a leading sector if it could be shown that
its recent performance reflected an increasing l~vel of exogenous growth. To be
a true leading sector this growth must have a significant (and positive) impact
on the country's overall economic expansion.




































